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BUSINESS TAXES 


In the fiscal year 1939 the Federal Government 
looked to business for 75% of its tax revenues. For 
the same year business taxes and taxes collected from 
business are placed at 74% of all state taxes. The 
totals were $4,106 million for federal business taxes 
and $2,836 million for state taxes. These figures in- 


ATE INCREASES for the federal corporation in- 
come tax and numerous excise taxes collected from 
business, which were approved in June, again em- 

phasize the significance of business as a source of tax rev- 
enue. Although business taxes are recognized as an im- 
portant element in the tax systems of federal and state 
governments, it is not generally understood that these gov- 
ernments look to the business community for payment of 
the larger pact of the taxes they require. 


WHAT ARE BUSINESS TAXES? 


The term “business taxes’ is used in a variety of ways 
in the literature on taxation. In popular usage all taxes 
paid by business units are commonly referred to as busi- 
ness taxes, regardless of the subject or the measure of the 
specific taxes imposed. Property taxes, income taxes, sales 
and excise taxes, severance taxes, employment or payroll 
taxes, and special license taxes are included in the aggre- 
gate, the sole test being that the tax must be remitted to 
the collecting authority by a business concern. 


In a narrower sense, business taxes may be defined as 
“taxes collected from business, entities as such, as distin- 
guished from taxes collected from persons only or as distin- 
guished from taxes on property paid by both persons and 
businesses.” 1 When so defined, business taxes comprise a 
third category of taxes, the other two classes being prop- 
erty taxes and taxes on persons. 


There are fairly distinct species or subclasses of business 
'K. M. Williamson, “What Is Business and What Are Business 


Taxes?” in How Shall Business Be Taxed, Tax Policy League, New 
York, 1937, p. 6. 


clude taxes generally classified as other than business 
taxes, but which are collected from business and rest 
upon the volume, movement and transaction of busi- 
ness. Taxes collected from business are not neces- 
sarily an indication of burden, but suggest the vital 
importance of a prosperous business community. 


taxes, according to the author quoted above.* The first 
group consists of special taxes upon certain businesses and 
the special and general corporation taxes. Specific taxes 
included in this class are capital stock taxes, certain gross 
receipts taxes, special taxes on insurance companies and 
banks, corporation net income taxes except when used as 
a collection-at-the-source device, excess profits taxes, anti- 
chain store taxes and other taxes. 


The second ground comprises taxes which are generally 
classified as other than business taxes, but may be regarded 
as business taxes for the reason that they are collected from 
business and rest upon the volume, movement and trans- 
action of business. Included in this category are general 
sales taxes, selective sales taxes, commodity taxes, customs 
duties, various stamp and transactions taxes, and employ- 
ment or payroll taxes upon employers. 


The third class would include general business taxes ap- 
plicable to all business. There are no taxes of this type in 
the United States. The combination of corporation taxes 
and unincorporated business taxes in New York and Con- 
necticut, however, represent fairly close approximations to 
general business taxes. The same observation applies to the 
license tax systems found in some of the southern states. 


FEDERAL BUSINESS TAXES CLASSIFIED 


If the above grouping of business taxes into three classes 
were used in analyzing federal taxes, the result would be 
a breakdown into only two classes. There is no tax in the 
federal system that corresponds to a general business tax. 
A more satisfactory classification of federal taxes will be 


*Ibid., pp. 6-7. 
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obtained, if the second group is regarded as comprising 
two more or less distinct classes. In some cases, busi- 
ness acts merely as a collecting agent for the taxing author- 
ity, and it would seem desirable to regard the taxes in- 
volved as falling into a separate category. This procedure 
has been followed in Table 1. 


It will be observed that in Table 1 taxes on tobacco, 
liquor, gasoline and other excise taxes on commodities are 
placed in one class, while taxes on communications and 
admissions are placed in a different classification, along 
with the employment or payroll taxes that are actually 
deducted from the wages of employees. The basis for the 
differentiation is that the taxes listed first are levied on 
the producer, importer or processor. The latter three taxes, 
on the other hand, are imposed on the admission, the 
amount charged for the message and the actual wages paid 
to employees. 


YIELDS OF FEDERAL BUSINESS TAXES 


General corporation and special business taxes produced 
a revenue of $1,288 million for the fiscal year 1939. The 
peak for the period covered in Table 1 was $1,488 million 
for the fiscal year 1938. The level for 1938 was influenced 
by the fact that corporation income tax collections through- 
out the entire year included undistributed profits taxes im- 
posed under the extreme provisions of the Revenue Act 
of 1936. The taxes in this group accounted for 23.4% of 
all federal taxes for 1939. 

The data for the corporation income tax emphasize the 
importance of this tax as a component of the federal tax 
system, as well as the sharp recovery in its productivity 
after 1934. Despite the high level of progression for the 
personal or individual income tax, the corporation income 
tax, including the surtax on undistributed profits, has ac- 
counted for approximately one half of combined income 
tax receipts in recent years. 


TABLE 1: FEDERAL TAXES COLLECTED FROM BUSINESS, 
FISCAL YEARS 1930 AND 1934-1939 


Source: Annual Reports of the Secretary of the Treasury 
































Thousands of Dollars 
Type of Tax 1930 1934 1935 1936 1937 1938 1939 
General corporation taxes and special 
business taxes 1,263,461 490,694 679,666 857,768 1,230,771 1,488,367 1,287,755 
Corporation income tax’ 1,263,414 397,516 572,118 738,522 1,056,923 1,299,932 1,122,541 
Excess profits tax 2,631 6,560 14,509 25,105 36,569 27,056 
Capital stock tax 47 80,168 91,508 94,943 137,499 139,349 127,203 
Transportation of oil by pipe line 10,379 9,480 9,794 11,244 12,517 10,955 
Taxes collected from business but not 
usually classified as business taxes | 1,136,265 1,827,845 2,155,996 1,949,232 2,355,642 2,445,872 2,453,012 
Tobacco taxes 450,339 425,169 459,179 501,166 552,254 568,182 580,159 
Liquor taxes 11,695 258,911 411,022 505,464 594,245 567,979 587,800 
Stamp taxes? 77,729 
Manufacturers’ excise taxes: 66,761 43,133 68,990 69,919 46,233 41,083 
Gasoline and lubricating oils 277,830 189,333 204,443 227,996 235,213 237,516 
All other 2.664 162,208 152,942 178,333 222,664 181,987 159,375 
Payroll taxes on employers 24 161,932 416,464 420,798 
Agricultural adjustment taxes in- 
cluding unjust enrichment 371,423 526,222 71,637 6,073 6,217 6,683 
Other processing taxes: 
On crude petroleum and coco- 
nut oils 26,217 28,855 30,582 28,461 27,704 
Sugar Act of 1937 ee 30,569 65,414 
Customs 593,838 315,543 347,948 390,320 489,977 361,355 323,096 
Bituminous Coal Act of 1937 ye 3,212 5.517 
Taxes collected from business for 
which business acts as a collecting 
agent 4,231 128,192 64,044 40,656 £50,171 373,003 365,181 
Communications 19,251 19,741 21,099 24,570 23,977 24,094 
Admissions 4,231 14,613 15,379 17,112 19,740 20,801 19,471 
Lease of safe deposit boxes 2,716 2,318 1,997 2,040 2,013 1,981 
Payroll taxes on employees 24 103,813 326,197 319,631 
Dividends tax 50,229 961 399 
Tax on checks, drafts 41,383 25,645 25 8 15 4 
2,446,731 2,899,706 2.847,656 3,736,584 4,307,242 4,105,948 


Total 2,403,957 











1Includes undistributed profits tax for 1937 and later years. 
2Includes playing card stamp tax. 
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Federal taxes depending on the volume, movement and 
transaction of business, but which are ordinarily classified 
under other headings, accounted for revenues of $2,818 
million for 1939. This figure includes $365 million for 
taxes for which business merely acts as a collecting agent. 
The figure of $2,818 million represented 51.2% of all 
federal tax collections for 1939. 


Employment or payroll taxes occupy a leading position 
among these taxes. Aggregate collections for 1939 were 
$740 million, of which $320 million was deducted from 
wages and salaries of employees. The liquor taxes and the 
tobacco taxes have been producing an annual revenue of 
more than $500 million each in recent years. Actual col- 
lections for 1939 were $588 million for liquor taxes and 
$580 million for tobacco taxes. 


BUSINESS TAXES COMPARED WITH TOTAL FEDERAL TAXES 


The proportions of total federal tax collections derived 
from each of the several classes of business taxes are shown 
in Table 2. Taxes on and collected from business were 
equivalent to 74.6% of all federal tax collections for the 
fiscal year 1939. This figure was higher than that for any 
year after 1935. The highest percentage for the years in- 
cluded in Table 2 was 81.9% for 1934. The proportion 
for 1930 was only 66.2%. The excise and miscellaneous 
taxes collected in 1930 were comparatively few in number, 
as compared with 1934 and later years. In 1930 and earlier 
years the personal income tax was relatively much more 
important than in more recent years. 


TABLE 2: BUSINESS TAXES COMPARED WITH TOTAL 
FEDERAL TAXES, 1930 AND 1934-1939 


Source: Annual Reports of the Secretary of the Treasury 
Computed by the Tax Foundation 


Per Cent 


Type of Tax | | 
1930 1934 1935 1936 1937 | 1938 | 1939 








All business taxes} 66.2 | 81.9 | 79.5 | 72.8 | 72.7 | 71.5 | 74.6 


General corpora- 
tion taxes and 
special busi- 











ness taxes 34.8 | 16.4 | 18.6 | 21.9 | 23.9 | 24.7 | 23.4 
Other business 
taxes 31.4 65.5 60.9 | 50.9 48.7 | 46.8 | 51.2 


Taxes collected 
from business, 
but not usually 
classified as 
business taxes| 31.3 | 61.2 | 59.1 | 49.8 | 45.8 | 40.6 | 44.6 


Taxes collected 
from business 
for which busi- 
ness acts as col- 
lecting agent 3 4,3 1.8 1.0 29 1 62} 6.6 








STATE TAXES COLLECTED FROM BUSINESS 


Approximately three fourths of all state taxes consist of 
business taxes and taxes collected from business. General 
corporation and special business taxes collected by the 
states in the fiscal year 1939 amounted to $501 million, or 
13% of state taxes from all sources, as may be seen in 
Table 3. Business license taxes ranked first among these 
taxes with a revenue of $197 million. 


TABLE 3: STATE TAXES ON AND COLLECTED FROM 
BusINEsS, FISCAL YEAR 1939 


Source: Based on Data Compiled by the United States 
Bureau of the Census 


Amounts in Per Cent of 
Thousands of | Total State 


ype te Dollars Taxes 
General corporation taxes and special 
business taxes: 
Corporate net income 112,813 2.9 
Insurance companies 85,298 2.2 
Utilities - 105,991 2.8 
License taxes on specific businesses 196,755 $3.1 


500,857 13.1 
Taxes collected from business but not 
usually classified as business taxes: 


Severance 44,423 12 
General sales 442,336 11.5 
Motor vehicle fuel 800,881 20.9 
Alcoholic beverages 173,519 4.4 
Tobacco products 59,537 1.6 
Amusements 15,532 0.4 
Unemployment compensation 798,993 20.9 





2,335,221 60.9 


Total business taxes 2,836,078 74.0 


Other taxes collected from business but not usually 
classified as business taxes amounted to $2,335 million for 
1939, or almost 61% of all state tax receipts. The three 
most productive taxes in this group were motor vehicle 
fuel or gasoline taxes, unemployment compensation taxes 
and general sales taxes. 

In addition to the taxes shown in Table 3, business pays 
a substantial part of state property taxes, motor vehicle 
license taxes and other special taxes such as documentary 
stamp taxes. These taxes, however, do not fall in either of 
the two broad classifications in Table 3. 


SIGNIFICANCE OF DATA FOR BUSINESS TAXES 


Federal and state governments looked to business for 
payment, at least in the first instance, of approximately 
75% of the taxes they collected in 1939. This does not 
mean that the burden of three fourths of combined federal 
and state taxes was borne by the business community. 
Collections are an indication of final burden only in those 
cases where taxes are definitely borne by the original tax- 


payer. 
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In imposing general and retail sales taxes, selective sales 
taxes on liquors, tobacco and other commodities, payroll 
taxes and other taxes, it is assumed that the taxes assessed 
to business concerns will ordinarily be shifted to consum- 
ers. The shifting process should, of course, be viewed as a 
long-run phenomenon, rather than one involving a precise 
addition to price at any given time. Taxes for which busi- 
ness merely acts as a collecting agent generally do not rep- 
resent a burden on business, except insofar as price in- 
creases may tend to curtail consumption. 

With roughly 75% of federal and state taxes coming 
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from business, it is obvious that the revenues of these gov- 
ernments will fluctuate with changes in business condi- 
tions. It would appear, therefore, that for this reason alone 
government should be interested in the development of a 
prosperous and efficient business community. As long as 
business remains a leading source of governmental rev- 
enues, punitive taxes and definite anti-business policies 
would seem to be contrary to the interests of government. 


Lewis H. KIMMEL 
Director of Research 
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